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money received by the corporation is 
distributed by it pursuant to the plan 
of reorganization, no gain to the cor-
poration will be recognized. Property is 
distributed within the meaning of this 
section if it is paid over or distributed 
to shareholders or creditors who have 
by appropriate legal steps obtained ef-
fective command of the property of the 
corporation. If the other property or 
money received by the corporation is 
not distributed by it pursuant to the 
plan of reorganization, the gain, if any, 
to the corporation from the exchange 
will be recognized in an amount not in 
excess of the sum of money and the fair 
market value of the other property so 
received which is not distributed. In ei-
ther case no loss from the exchange 
will be recognized (see section 371(c)). 

(c) Records to be kept and information 
to be filed. (1) Each corporation a party 
to a section 371(a) reorganization shall 
furnish a complete statement of all 
facts pertinent to the nonrecognition 
of gain or loss in connection with the 
exchange, including: 

(i) A certified copy of the plan of re-
organization approved by the court in 
the proceeding, together with a state-
ment showing in full the purposes 
thereof and in detail all transactions 
incident, or pursuant, to the plan; 

(ii) A complete statement of the cost 
or other basis of all property, including 
all stock or securities, transferred inci-
dent to the plan; 

(iii) A statement of the amount of 
stock or securities and other property 
or money received in the exchange, in-
cluding a statement of all distributions 
or other disposition made thereof. The 
amount of each kind of stock or securi-
ties or other property shall be stated 
on the basis of the fair market value 
thereof at the date of the exchange; 

(iv) A statement of the amount and 
nature of any liabilities assumed upon 
the exchange. 
The information required by this sec-
tion shall be filed as a part of the cor-
poration’s return for its taxable year 
within which the reorganization oc-
curred. 

(2) Permanent records in substantial 
form must be kept by every taxpayer 
who participates in a tax-free exchange 
in connection with a corporate reorga-
nization showing the cost or other 

basis of the transferred property and 
the amount of stock or securities and 
other property or money received (in-
cluding any liabilities assumed upon 
the exchange), in order to facilitate the 
determination of gain or loss from a 
subsequent disposition of such stock or 
securities and other property received 
from th securities and other property 
or money received (including any li-
abilities assumed upon the exchange), 
in order to facilitate the determination 
of gain or loss from a subsequent dis-
position of such stock or securities and 
other property received from the ex-
change.

§ 1.371–2 Exchanges by security hold-
ers. 

(a) In general. (1) Section 371(b) pre-
scribes the rules relative to the rec-
ognition of gain or loss upon certain 
exchanges made by the holders of stock 
or securities of an insolvent corpora-
tion in connection with a reorganiza-
tion described in section 371(a). Under 
section 371(b)(1), no gain or loss shall 
be recognized if, pursuant to the plan 
of reorganization, stock or securities in 
the insolvent corporation are ex-
changed solely for stock or securities 
in the corporation organized or made 
use of to effectuate such plan. If, in ad-
dition to such stock or securities, 
other property or money is received 
upon such exchange, gain is recognized 
to the extent of such other property or 
money (section 371(b)(2)), but no loss is 
recognized (section 371(c)). As to the 
basis of the stock or securities or other 
property acquired upon an exchange 
under section 371(b), see section 358. 

(2) By thus characterizing as an ex-
change, and regarding as a single tax-
able event, the event or series of events 
resulting in the relinquishment or ex-
tinguishment of the stock or securities 
in the old corporation and the acquisi-
tion in consideration thereof, in whole 
or in part, of stock or securities in the 
new corporation, the Code secures uni-
formity of treatment for the partici-
pating security holders, regardless of 
the particular steps or the procedural 
devices by which such exchange is ef-
fected. Thus, the transaction which 
qualified as a reorganization under sec-
tion 371(a) may take one of several 
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forms. In a typical creditors’ reorga-
nization there may be a transfer of the 
property of the old corporation to its 
bondholders, or the bondholders’ com-
mittee, upon surrender of the bonds, 
followed by the transfer of such prop-
erty to the new corporation in consid-
eration of stock in the latter; or there 
may be a transfer of the bonds to the 
new corporation in exchange for its 
stocks or securities, followed by the 
transfer of the property of the old cor-
poration in consideration of the sur-
render of its bonds. In either event, 
section 371(b) treats the result to the 
participating security holders as an ex-
change of the securities of the old cor-
poration for securities of the new cor-
poration. In order, however, to qualify 
as an exchange under section 371(b) the 
various events resulting in the relin-
quishment or extinguishment of the 
old securities and the acquisition of 
the new securities must be embraced 
within the plan of reorganization and 
must be undertaken for reasons ger-
mane to the plan. If the event, or series 
of events, qualifies as an exchange 
under section 371(b), no antecedent 
event necessarily a component of the 
relinquishment or extinguishment of 
the securities of the old corporation in 
consideration of the acquisition of the 
securities of the new corporation shall 
be considered a transaction or event 
having consequences for income tax 
purposes. 

(b) Exchange solely for stock or securi-
ties. Section 371(b)(1) provides that no 
gain or loss shall be recognized upon an 
exchange consisting of the relinquish-
ment or extinguishment of stock or se-
curities in an insolvent corporation de-
scribed in section 371(a), in consider-
ation of the acquisition solely of stock 
or securities in a corporation organized 
or made use of to effectuate the plan of 
reorganization. As used in this section, 
the term security does not include a 
short-term note. 

(c) Exchanges for stock or securities and 
other property or money. If an exchange 
would be within section 371(b)(1) if it 
were not for the fact that the property 
received in the exchange consists not 
only of stock or securities in the cor-
poration organized or made use of to 
effectuate the plan of reorganization, 

but also of other property or money, 
then 

(1) As provided in section 371(b)(2), 
the gain, if any, to the taxpayer will be 
recognized in an amount not in excess 
of the sum of money and the fair mar-
ket value of the other property. The 
gain so recognized shall be treated as 
capital gain. 

(2) The loss, if any, to the taxpayer 
from such an exchange is not to be rec-
ognized to any extent (see section 
371(c)). 

(d) Records to be kept and information 
to be filed. (1) Every taxpayer who re-
ceives stock or securities and other 
property or money upon an exchange 
described in section 371(b) in connec-
tion with a corporate reorganization, 
must furnish a complete statement of 
all facts pertinent to the recognition or 
nonrecognition of gain or loss upon 
such exchange, including— 

(i) A statement of the cost or other 
basis of the stock or securities trans-
ferred in the exchange, and 

(ii) A statement in full of the amount 
of stock or securities and other prop-
erty or money received from the ex-
change, including any liability as-
sumed upon the exchange. The amount 
of each kind of stock or securities and 
other property (other than liabilities 
assumed upon the exchange) received 
shall be set forth upon the basis of the 
fair market value thereof at the date of 
the exchange. The statement shall be 
incorporated in the taxpayer’s income 
tax return for the taxable year in 
which the exchange occurs. 

(2) Permanent records in substantial 
form shall be kept by every taxpayer 
who participates in an exchange de-
scribed in section 371(b), showing the 
cost or other basis of the transferred 
property and the amount of stock or 
securities and other property or money 
received (including any liabilities as-
sumed upon the exchange), in order to 
facilitate the determination of gain or 
loss from a subsequent disposition of 
such stock or securities and other 
property received from the exchange.

§ 1.372–1 Corporations. 
(a) If, as the result of a transaction 

described in section 371, so much of sec-
tion 371(c) as relates to section 371(a), 
or the corresponding provisions of prior 
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